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11.

Lola will be sending a write-up on Rosanna Dickerson; this
is the legal back-up to it. Rosanna is legal guardian

"of Yolanda (over there), Amanda, Jeross and Masadine.

Masadine stays with her natural dad in LA now.

Jeross and Amanda bear the brunt of Rosanna's temper, which
is terrible with children, and she still beats them as

she always did. Most of it is due to the fact that she is
elderly, short of temper, and really shouldnt *ave to put
up with these livewire kids who would do sr - noa :
different environment. Up til now we hz'. =aiwa.o been
told. net to send them over, to keep *.=zr back, =nd at
one time I was told to get legal official ceu.: permission
to take them from the state. I guestioned that because

it would involve approaching their dad, who has not been
friendly, and to whom Masadine gossips, for another consent. At this

Also, I do not understand,and I am not the only one,why point,
this particular case has Lo have official permission when T was
others never did. Guardianship is getting to be like a told
divorce these days; its better when theyre not divorced over the
because there's no court order to weorry about re radio t
visitation. Likewise, if there's no guardianship, then wait.

the person haveing custody is freer to move around,

ie Dolores Wilson who was cleared to go this week with

an unrelated child,

NMow it has been discovered that these children's st&pmother
has molested Amanda, on numerous occasions, and this

past month Rosanna was d@iagnosed by a doctor as needing

rest, he even recommended she be admitted for pasychiatric

observation, voluntary admittance The 2 children have (L t‘.)
been temporarily placed elsewherer??EE-HE?_TBY'ﬂE?'EﬁH"‘ 4
peace of mind and theirs as well; since she was going to
return them to their stepmom and natural dad while she

went into the psychiatric hospital. I believe she :is

not now going into the hospital but instead resting without
them around. The decision to be made is, can these

chiildren and their grandmother go over, and

do we have to fool around trying to get official court
permission or can they just go?

If we do get court permission, it wc it be Charles wheo

will do it because he just wont do that sort of thing:

we would have to get an outside attorney to do %

That might not be so difficult, Clarence Wilridge has been
helpful, but it will take rmore time and money.

The guardianship is of the person ané estate, which means
that sooner or later an accounting will have to be filed

on the estate; but there is po estate since no welfare
benefits were ever coliected by Rosannz. Chaikin is no
longer attorney oi recorc.
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Attached is letter we received from broker Bedford is negotiating
with on O'Rorke's house, the product after 2 days of visiting the
place and making an sppmaisal.

Leon Perry's uniform business license tax - see attached notice
from Public Urilities Commisaion, This notice says "as long as the
Righway Contract Carrier Permit remains in your name in active
status, the liabiliry for the quarterly fee will continue,”

I thought this was all taken care of... Someone should chec with
Andrew, Ronald, ‘and Leon, and maybe Evelyn's mother

Here's a portfolio summary on Chaikin's stocks - anything to be
done - any profit in cashing in?

Here's another letter sent us by Marietta Davis. Doing nothing on®
this end about this, just sending for your info in case you never
received the copy she directed to Guyana, .

Childrens Concession Stand bank account - reported on law office
report #35, item 11. As I understand from Mildred om the radio,
the signators on the account were Neil and the lady with the hairmet.

Please have a letter drawn up addressed to Bank of Awmerica, Ukiah branch

#128, re account # 1283-04573, asking for balance, signed by signators.

James and I met today with Pat of Charles' office to discuss
possible FOIA on (1) the interference with the radioc traffic

by unknown "cordinator'; (2) the breaking into of our crates

by customs; (3) the surveillance of the mayor from disgissippi
last year. This to be done in conjunction with Walter's

current work on the IRS audit against Anthony, in which he has
been sending monthly letters itemizing harrassment, The first
letter itemized the Banks situation,

Regarding the FCC inquiry, considering Walter's previous letter
to FCC, cpy attached, she suggested first we check with Walter
to see if it makes any difference in re FOIA if Tom;s license

is in his name, not in P,T. in other words, om whose behalf do
we write, Tom &5 an individual, or Tom working with P.T.

She preferred that Tom write as an individual first, aksing
about the incident; and that Walter write to FCC as a followup
to his 6/29 letter, asking for verification that a file exists
and the contents of it, under FOIA. See what we get in response.
Re customs search, have Pete write and ask why the Treasury Dept R
replied to his previous letter saying that any information
regarding the incident was exempt from disclosure. See atrached
previous reply to Pete's inguiry. Re mississippi mayer,

she recommended we comtact the lady and ask her to write, saying
that she was concerned for herself as well as us. This last one
I would not proceed oun without verifying first over the radio
with Mildred because the lady may have already been approached
by us previusly...

A (30)
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10,

Debbie B. affidavit - attached is affidavit, reported by Dr.
Dr. Bedford as told to him by LA member to have been passed out
in & CR weeting by Dr. White last week, This is only part of
the packet; Marthat may be sending the full packet - Tom was
xeroxing it and put it under her door and she is gone to -
Pete's place right now - we dont know if she will get back B
in time for reports, The rest of the packet consists of the
Examiner article with her picture, Yolanda Crawford's old ;
affidavit. from the CR petition, and stuff that was attached
to the Cobb and the Katsaris suit as exhibits, the pass out
materiai that CR puts out, The affidavit of Debbie is the
new stuff, and I am sending you B copies.

See attached report from Kris Kice re attendidnt care situation,
which I tried to report on last time but didnt have enough
details. This deals with the question of whether these people
who were attendants last year for senior citizens, should

claim this as income and reportable for their income tax,

Kris has sent this over before, more than once; we have never
received any kind of an answer on it. The only people remaining
here now who were attendants are Andy, Kris, and Judy Merriam.

Serena Hunt - unfortunately Kris Kice was supposed to visit her
yesterday so I could put in & report on her condition; she forgot,
and forgot also today. From her last visit, which was several
months ago, she remembers that Serena is incontenent, she is
totally senile and never recognizes Kris or anyone from here

that visits here imstead things they are people from her past.

She gets hysterical and would be very difficult to handle at

the airport,

Also atsached to this report are excerpts from a publication
which came around my office today, regarding nonprefit corps
and rax questions; a brief examinatrion of it loocked like we
might find it useful. I am sending you 2, I will keep 1 here
for Martha and myself to look at later.It covers unrelated
business income; IRS regulatory developments re churches;
and a long comment by the senior partner in my office on
corporate directors’ responsibilities,

G EAEC)
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Lola will be sending a write-up on Rosanna Dickerson; this
is the iegal back-up to it. Rosanna is legal guardian

"of Yolanda (over there), Amanda, Jeross and Masadine.

Masadine stays with her natural dad in LA now.

Jeross and Amanda bear the brunt of Rosanna's temper, which
is terrible with children, and she still beats them as

she always did. Most of it is due to the fact that she is
elderly, short of temper, and really shouldnt have to put
up with thesg livewire kids who would do so well in a =
different environment. Up til now we have always been
tcld, not to send them over, to keep them back, and at

one time I was told to get legal official court permission
to take them from the state. I guestioned that because

it would involve approaching their dad, who has not been

L X1
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friendly, and toc whom Masadine gossips, for another censent. At this

Alsc, I do not understand,and I am not the only one,why
this particular case has Lo have official permission when
others never did. Guardianship is getting to be like a
divorce these days: its better when theyre not divorced

visitation. Likewise, if there's no guardianship, then

the person haveing custody is freer to move around,

ie Dolores Wilson who was cleared to go this week with

an unrelated chiid.

Now it has been discovered that these children's gtepmother
has molested Amanda, on numerous occasions, and this

rest, he even recommended she be admitted for psychiatric

point,

I was
told

over the
ragdio

wait.

observation, voluntary admittance The 2 children have /bg u_.)
p.

been temporarily placed elsewheref from her IOT N&r own
peace of mind and theirs as well; since she was gecing to
return them to their stepmom and natural dad while she
went into the psychiatric hospital. I believe she is

not now going into the hospital but instead resting without
them around. The decision tc be made is, can these
children and their grandmother go over, and

do we have to fool around trying to get official court
permission or can they just go?

I1f we do get court permission, it wont be Charles who

will do it because he just wont dc that sort of thing;

we would have to get an ocutside atterney to de it.

That might not be sp difficult, Clarence Wilridge has been
helpful, but it will take more time and money.

The guardianship is of the perscr and estate, which means
that soconer or later an accounting will have to be filed
on the estate:; but there it no estate since no welfare
benefits were ever collecteé by Fsosanna. Chaikin is no
longer attorney of record.
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July &, 1978 T

Mr. Jig McElvane

Pecples Temple of Disciples of Christ
Suite 235 )

3840 Crenshaw Boulevard

Los Angeles, California 90008

RE: Peoples Temple
1859 Geary Blvd
San Francisce, CA

Dear Mr. McElvane:

i welcomed the opportunity to meet with you yesterday and to inspect
the subject property. Based on considerations given beiow, 1 would
suggest listing it for sale at $225,000.

In evalyating the property, 1 have estimated that there is about 18,000
square feet of useable space and that a reasonable monthly rent would be
in the order of 15¢ per sguare foot net of any aoperating expenses. This
would provide an annual rent of $32,400. MNormally, this income would be
capitalized at 8.5 - 9.5% to give a value range of $350,000 - $380,0C0.
This rate of return to an investor-user applies to such general purpose
properties as office buildings, commercial stores, and warehouses. Also
required are long-term leases of at least five years and tenants with
sound financial statements, Because of the speciai purpose nature and
age of your building, the short-term lease which you contempiate, and
perhaps a relatively weak financial state ent, a sale/leaseback in your
situation wouid be highly speculative for an investor-buyer and would
reciire a considerabie higher return of around 15%. A 15% return would
equate to a capitalized value of $216,000 for the propecty. If it sold
for this amount, the 5% sales commission would be $10,800. 1 would
recommend offering the property at $225,000 with Peopies Temple remaining
as a tenant for a specifieq time with one or more renewal options and at
a monthly net rent of $2700.00. The suggested listing price of $225,300
compares with the T977-1978 assessed valuation of 3154,500.

To meet your jmmediate cash needs, have you considered the alternative of
obtaining a loan on the property and retaining title to it? Also, because
of the special purpose aspects, your interests might be best served by
listing the property on an open basis rather than with an exclusive agent
1ike Coldwell Banker. This wouid certainiy encourage activity by a wider
number of brokers, particularly those who may be more familiar with the
immediate area and better gualified than Coldwell Banker tc produce a”
buyer in this case. On an open listing basis, the broker representing the
puyer would collect the full 5% commission rather than eniy 2.5% if there
were an exclusive aaent of the seller's.

TN EMRARCADERC TENTER SAN‘QANGSEI) CTALFOMNG, i & COLIWEL BANKES CORMPANY

PG (33



These are my thoughts on the matter. I look forward to discussing this
with you fur;ther and having the benefit of your comments.

Sincerely yours,

COLDWELL BANKER
COMHERCIA, BROXERAGE COMPANY

Fal rhoe

frederick/0. Johrson
(415) 772-0228

B F (%)



Hublic Biilities Commission

B TOU TELLFwONL
BTATE ©F CALIFCRNIA

TRANSPFORTATION DIVISION—TARIFF AND LICENSE BRANCH o 557 - 1909
CAREA COOE 4155
BAM FRANCHCD. CALIF,
LEOKS TRUCKING File T- 86061
Yecr Ferry
P.0. Bor 466 Dec. No. 50 Puni
Redwood Valley, CTA 95470 N
Date 7-3-7&
SUBJECT: Your report of GROSS OPERATING REVENUE for the_ _ 722 quarter
of 978 .
3 Report received without remittance of:
RATE FUND FEES UNIFORM BUSINESS LICENSE TAX

Ko Cpe==ticr No Cperatigrn

L3 of i of 8 1/10 of 1% of § =y
Quarterly fee 10.00 Penalty
Penalty
TOTAL . . §.12:8° TOTAL . . §
TOTAL DUE $_  10.9¢
] Report received with incompiete information:
(a) Amount of Gross Operating Revenue . $________ (State exact amounts’
(b} Amount of Subhaul Revenue . . . . §
{c}
(dy .

[ Signature on report indicated change in status of vour operations

PLEASE NOTE:
Quarteriy Fee due whether operations conducted or not
Quarterly Fee due dunng Suspension period
Quarterly Fee NOT paid by principal carmiers
¢ UrniTres Co,\mzss?j_\-

By K LA
K. GLESON, TOR
TRANSPORTATION DI ON B

Date _

A L 0
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June 7 1978

The Pecple'’s Temple

Bax 15156

San Prancisco

Ca 94115, » :

Dear Sir

I have not received a reply to my letter of April 2% 1978
regarding the $432.72 suit I have had te pay with respect to

Brian Davis.

Regarding child support I now attach a schedule showing
the amount of $8625.00 due me as of June 30 1978. Also
enclased again is a copy of the “Stipulation and Settlement

Agreemnet”.

I mave consulted with the District Attorney and he has told
me that this non-payment is & very serious matter and one
to be pursued with Wr Davis immediately upon his reiuri &
the LU.S.

I will look ferward to hearing from y.u with regard to your
plans for the payment of this child support, and the

$432.72 suit.

Truly
2Z¢m2'- 7 L poco
risatta Davis

) erceertel Hteel

e : Py 7

LBgiclirytines O e

Capy . “ Robert Davis, P 0 Box 893 GCeorgetown, Guyang, 5 America
z~Pecple’'s Temple P O Box 214 Ukiah Ca §5470 E

District Attorney, Family Support Divisioen,
Hall of Justice, Redwood City. Ca
Case No D-256G8 ONO DPO4
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" POLLOWING IS THE REPORT SENT OV'ER Bl’ KRIS KICE WJ\Y

__BACK BEFORE TERRY. WENT' OVERSEAS_ THIS: LAST TIME, -... e

IT IS S‘I‘ILI. 'RELEVANT, AND SUMMARIZES THE SITUATION, ~%

* ATTACHED TO TMIS ARE COPIES OF OUTLINE OF WHO AND HOW
3 MUCH J\ND HO‘H LONG IS INVOLVED. s . PLQ’ 7/18/78

‘?-ID FEOPL 'HE‘!E E:‘!?LUIED TERU THE socm SE':WICE DEPI' .
-.' ; o Q.f -o;‘ = .
!’RUVID:"\‘S' wonx]:r.‘c;-l-‘on 1% S"N’ICRS AT 1029 GEAR! THE
M A B g s R T A S s e i S A Bk b
SE'RVICE&HOTAI E Tm Om' OFTHS Horrrm cm EE movmm 13
. " -r ?S’,e.f ,_p ,_,..‘g. IR T N

Koy w
e

H.ALT'Y.

whe ‘_{‘ o LT .-sa:. k,_@\* I - e j‘—‘f‘._—‘— -

-SO)ECE'TBECASESSTARTEDIHSEPT. '?6GTERSHEREADDEJIATER ?HEU.ST'IHGV

RO

[ - F- -"d‘}_xq,».
smmras uu -ras nns coumnz mmmm mm s;msammrnz
N TR B boan -..,\.k.;». -’1 ~ 7 q- \._r _{1
rr

% . . e . i
T Imy !'ERR.AH H’CF_KING FOR EDDE J'E?H'EL RUKF‘-'I.S

. LOIS HRFIDENRADCH WORIINU FDH _RGHI .'._FDENSOH _ARMELLA TARDY FDFLPH]’.I ‘HORKED FOR RIEY,

e letie oz €hii . LEFTNAW. .S

T'EEN.A TI.'RN:R VCR(DV' FOR IAVLNA JDE‘.S }‘AGDKIEN I.!'LES FDR.PE.'.F{!.Y W'CEED FOE EE:R. IEF'I‘ TN AT

!-.h"DY SILVE'&S NC[P.IING FOR JG"‘ EZLIE P.AY JC}CS FOFL“E‘ILI WO?..KED LE'.F'I‘ IR JUML
e E o, AT
JUDI PERRIJ.H 'H'CRKING FDR YIOLA GAIB"LAL[- JEMI'ITA H)GDE FD.RI‘EJ![I HCRIED H".F'I‘ IN AUu-

e &

HTH‘ZCASEO?LDIS JUI!'I&TEERA ;IBE.TIISOFCR}ERIIUUREDMSV}-IM

ATETA ]

WHO EAV'E LEFT.
JUST: WOPEED FOR MAE X, RIFFITH, 1ZFT ATG.

10IS ( ROZFI) : WORKED FOR VIRGINIA TA'!'LG(, LEFT ADG. -

TETMA: WORYED FOR IETNE MASON & LOVE LTFE LOWE, BOTH IEFT IN AUG.

TGE A3OVE DATES "LIPT IN " ARE 1977,
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These are excerpte from a publication which has been
circulating around my office this week - very relavent

to guestions re nonprofit coops, unrelated business
income, taxation of churches, etc,

I am sending 2 sets: 1 set will remain here for =
our reference.
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RECENT REGULATORY DEVELOPMENTS
Churches

This topic on churches has been provided because of the seri-
ous issues involved with religious organizations c¢laiming

to be a ghurch under IRC Sec. 170(b} {1} (A} (i). The mnterxalé
include the problems of definition; inurement to memebers;
unrelated business income tax issues: the sensitive area

of mail order ministries, assigmment of income and vow of
poverty; the use of IRC Sec. 501 (c){3) organizations as
conduits for nonexempt purposes; and procedures under IRC
Sec. 7605{c) for initiating the avdit of an organizatiorn
claiming to be a church.

I. Church Definitional Problems.

The Internal Revenue Code mentions in no less than fif-
teen different places such words as “church,® “"religious
order,” “"religious purposes,” etc. (See "'Church’ in

the Internal Revenue Code: The Definitional Problems®

by Charles M. Whelan, Fordham Law Review, Vol. 45, March
1977.) Interpreting this statutory language has placezd
the Service in the position of defining terms that have
been debated by philosophers for centuries. The Congress
has given the IRS no guidance in this area. The cour:s,
while they have gensrally avoided the issue, have given
some help. In De La Salle Institute v. U.S., 1985 F. Supp.
891, 903 (N.D. Cal,, 1961}, IRS was told to "leave the
definition to the common meaning and usage of the word.

In Chapman v. Comm,, 48 TC 358 (1967} the Tax Court added
to thia concept by declaring that Congress used "church®
more in the sense of a denomination or sect than in a
generic or universal sense. Most helpful, perhaps, was
the Supreme Court in United States v. Seeger, 380 U.S.
163 {1965) where the COurt Stat at a sincere and mean-
ingful belief that ooctupies a place in the lives of its

possessors parallel to that filled by orthodox beliefs
in Ged is, in effect, 2 religicus belief.

The National Qffice of the IRS has wrestled with these
definitions and bhas adopted a ruling positann baged on

historical and practical considerations in arriving at

what &ha Conyt in ha La Ealla ~callad Ttho cosemon mparuncr

and usage” of the wora Ychurch.” In doing so the Service
has attempted to distill from authoritative judicial
sources those indicia of the existence of a church that .
are the most objective and least involved with particu- =
lar beliefs, creeds or practices. But beliefs and prac-
tices vary so widely that the IRS has been unable toC
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formulate a single definition. The determination of
whether a particular organization is a church must,
therefore, be made on a case-by-case basis. The charac-
teristics to be ntilized are:

A. A distinct legal existence.

ey

B. A recognized creed and form of worship.

C. {-definite and distinct ecclesiastical government. *
D. A formal code of doctrine and discipline.

E. A distinct religious history.

F. A membership not associated with any other church
or denomination.

G. A complete organization of ordained miristers mini-
stering to their congregations.

E. Ordained ministers selected after completing pre-
scribed courses of study.

I. A literature of its own.

J. Established places of worship.
K. Regular congregations. ’
L. Regular religious services.

M. Sunday mchools for the religious inatruction of the
young.

¥. Schocls for the preparation of its ministers.

Because few, if any, religiocus organizations, conventicnal
or "nconventional, could satisfy all of these .riteria,
controlling weight should not be given to any single
factor. The final decision thus mist be based on all

of the facts and circumstances cf each cage.

In addition, it must alsc be kept in mind that any or-
gqanization claiming exemption by church status is also
subject to the tests for the use of the profits of the
organization and the exclusive purposes of its existence.
Also, the organization must conform to all of the basic
principles of charity law to gqualify for recognition of
exemption under IRC Sec. 501(c) (3) that are applied to B
other organizations claiming exempt statns under IRC .
Sec- 501{c) (3). =

2
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II.

Church Inurement Issues.

The issue of inurement with respect to an organization
clajming to be a church is complicated by the fact that
the organization ordinarily pays salaries to its ministers
and in many cases pays their personal and living expenses.
Rent-free houses are cften provided, as well as all
expenses arising from the use of the residence, including
heat, electricity, real estate taxes, water, repairs and:
maintenance. The organization may provide its "ministers”
with unlimited use of an automoblie, and pay all expenses

-—1slng from its use, including gascline and oil, repairs

and insurance. It may alsc pay insurance premiums on
the lives of its members and provide food to the minister
and his family.

Churches have historically provided living quarters and
paid the cther general living expenses of their ministers
and their families. The Service has ruled that a church
compensating its ministers in this manner does not
necessarily preclude it from being recognized as exempt
under IRC Sec. 501(c)(3). However, the situaticn fre-
quently arises in the mail order ministry cases that the
ministers receiving payments for their living expenses
have the ability to control the actions of the organi-
zation. An organization is not precluded from estab-
lishing its exempt status under IRC Sec. 501(c) (3) merely
beczuse it is controlled by one individual. Rev. Rul.
66-219, 1966-2 CB 208. BHowever, in this type of situ-
ation it is difficuit to ascertain whether or not the
payments made to the ministers are excessive, since

the elements of an arm's-length transaction are not
present.

Generally, where an crganization purchases assets (or
services) from an independent third party, a presumrp-
tion exists that the purchase price represents fair
market value. However, where the purchase is controlled
by the seller (or where there is a close relationship !
between the two) at the time of the sale, this presunp- i
tion cannot be made because the elements of an arm's- i
length transaction are not present. Rev. Rul. 76-91,
1976-1 CB 149.

The difficuilty of applying arm’s-length standards re- P
snlted in the enactment of IRC Sec. 4941, which prohibits i
certain acts of self-dealing between a private foundation
and disqualified persons and which provides for a pro-
gressive series of excise tax sanctions against the self-
dealer and the foundation manager who wilfully engage

in them. Although IRC Sec. 4941 applies only to private .
foundations and hence not to churches, the self-dealing ~
analogy may be useful in determining which transacticns

G-3

& A ()




.

ghuuﬁinma’ e P A

between the organization and one or more inziders requires
more thorough investigation.

B=gs, 1.501{c) [3)-1(c) f2\ nmv{dpn that an Ignniza

+
is not operated axclusively for one or more sxempt pur
poses if its net earnings inure in whole or in part tof

the benefit of private shareholders or irndividuals. In

order to determine the situations to which this standargd
applies, it is necessary to determine the meaning of the
terms *private shareholder or individual"™ and "net earn-
ings. "

ien

The term "private shareholder or individual®™ is defined

in Regs. 1.50i-{a)-1(¢) as referring to persons having

a personal or private interest in the activities of the
organization. In Lewis et al. v. U.S., 61-1 USTC para.
9231 (D. Wyo. 1961} the court held that trust income did
mot inure to the benefit of a private “shareholder or
individnal® under IRC Sec. 501(c)(3) where the trustees
of a foundation established as a testamentary trust were
directed by the terms of the will to pay $50 a month to
the testator's grandniece, since the grandniece has no
personal or private interest in the activities of the
foundation. From the definition of “"private sharehclder
or individual," the prohibition against inurement of

net earnings in IRC Sec. 501(c)(3) is aimed at preventing
persons in a position to deal with the exempt organization
from diverting the organization’s net earnings to their
own private benefit. In the mail order church context,
the term "private shareholder or individual” would include
the officers and ministers of the church.

The term "net earnings” in the accounting context is
defined as the excess of receipts over expenses. However,
for purposes of determining whether an organizaticn is
exempt under IRC Sec. 501 (c)(3), it is well established
that an organization's net earnings may inure to the
benefit of private individuals in waye other than by the
actual distribution of dividends from the net profits

as reflected on the organization's books. <Courts com-
monly find inurement in the form of payments which are
too excesgive to constitute legitimate expenses. The
fact that the requlatione define "private sharehclder

or individual™ as "persons having a perscnal or private
interest in the activities of the organization" supports
the view that the phrase "net earnings” was intended to
distinguish between legitimate expenses of the organi-
zation and distributions which divert profits for such
persons. - -

Also, IRC Sec 501{c) (3} provides that no part of the :

net earnings may inure to the benefit Of any private
shareholder or individual. This has been interpreted as

G:;f LA (65 )
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meaning that there is no de minimis exception to the

rule proscribing inurement. Epokane Motorcycle Club v.
U.S5., 222 P. Suapp. 151 (g.D. ash.., - e also

Rev. Rul. 67-251, 1967-2 CB 196.

Whether or not certain payments by a church have JAnured
to the benefit of “"any private ghareholder or indiwid-
ual® is a question of fact rather than law. There is
no claszification of certain types of payments which
“mey be zaid to constitute inurement per se. H

“ The burden of proof as to whether or not payments for
living expenses are tooc sxcessive to constitute legiti-
mate expenses is on the organization claiming exemption.
The !'oundin?. Church of Scientology w. U.S., 412 F. 2d

Ct. - v at an organization had failed
to meet its burden of proof that net earnirgs did not
inure to the benefit of private individuals where the
organiration provided an automobile and a persconal resi-
dence for its founder, L. Ron Hubbard, as well as pro=-
viding loans to members of Hubbard's family. EHubbard
also received income from the organization in the form
of royalties and commissions. gimilarly, Rueckwald
Foundation, Inc. wv. Comm., 33 'TCM 1383 (19717, held that

e organization not demonstrated that its net
earnings had not inured to the benefit of private indi-
viduals where the organizatinn defrayed its founder's
personal expenses for maintaining his home and paid
other personal and family expenses of its founder, in-
cluding ipsurance expenses, college expenses, and the
nursing home and medical axpeanses of the founder's
zother. A factor weighing in favor of & finding of
inurement was that the founder of the organization was
the gsole arbiter of the amountz to be paid, and the
amounts paid were determined by the needs of the bene-
ficiaries and the availability of funds. The Service
has ruled that an organization paying the personal living
expenstes of persons affiliated with the organization
s&hould be required to demonstrate that the payment of
such expenses is determinad by reference to the fair
market value of their services or the fair market value
of facilities provided to the organization by them.

In determining whether cowpensation paid by the organi-
zation is reasonable, courts have judged by determining
whether the compensation would be reascnable under Sec.
162 of the Code if a nonexempt organization had paid

it. Enterprise Railwa i nt v. 0.5., l6l
F. Supp. EEU er cI. IEBEE.

It is quite common in *mail drder" ministries that an
individual founder of an organization claiming church
status freguently cbtains minister's creadentials eand’

G5
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III.

a church charter by mail for a fee from an organization
that may or may not be exempt under IRC Sec. 501(c} (3).
The individual then takes a vow of poverty and agsigns
his assets and income to the church he has established.
A major portion of the income assigned to the church is
used for the personal living expenses of the indiwidual.
Only a relatively small portion of the income is spent
for charitable purposes. H

Although Rev. Rul. 69-266, 1969-1 CB 151 does not involve
the inurement issue, it may be applied in denying recog-
nition of exemption under IRC Sec. 501 (c} {3} to the mail
order ministry situation. Thus, Rev. Rul. 69-266 is
applicable where an individual takes a vow of poverty and
asasigns his agsets (i.e., house, car, etc.) and income to
the church he has established, with the major portion of
the income assigned used for the benefit of the individual
creator and with only a relatively minor portion of the
income asgigned used for charitable purposes. Although the
"church® is not engaging in a commercial operation for the
benefit of its creator, as in Rev. Rul. 69-266, the follow-
ing principle contained in Rev. Rul. 69-266 may be applied
in denying recognition of exemption under IRC Sec. 501

{c) (3) of many mail order ministry-type churches:

The organization is operated by its creator
esgentially as an attempt to reduce his personal
federal income tax liability while still enjoy-
ing the benefit of his earnings. Thus, the
organization's primary function is to serve the
private interest of its creator rather than a
public interest.

wWhen the facts indicate that the creator operates his es-
tablished church primarily for the purpose of reducing his
personal federal income tax liability recognition of ex-
emption under IRC Sec. 501(c){3) should be denied. For
example, when an individual is a full-time employee of a
third party organization, and transfers his income and
agsets under a vow of poverty to the church he has created,
with the major porticn of the income assigned used for the
benefit of the individual creator and with only a minor
portion cof the income and the individual's time devoted

to church activities, it would appear that denial of ex-
emption under Rev. Rul. 69-266 is warranted. 1In this
sitoaticn, the church established by the individual is
merely a shell utilized primarily for the purpose of
reducing its creator's tax liability. -

Unrelated Business Income Tax.

Qrdinarily, IRC Sec. 512(b}(l2) permitse an exempt organi-
zation to take only one specific deduction of no mere

= BYL(67)
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than $1,000 in computing its unrelated business taxable
income. A church that is one organization is permitted
by IRC Sec. 512(b) (12) to take & specific deduction of
no wore than £1,000 for each parish, individual church,
district or other local unit having unrelated business
taxable income.

A guestion was raised whether a church that is one organi-
zation, yith local units, must report all of its unrelated *
business taxaple income on one Porm 990-T in situations

where the organization qualifies for multiple IRC Sec. 512
(b) {12} deductions. One church suggeated that in such
situations it was intended that a separate Porm 990-T be
permitted to be filed for each local npit qualifying for

a specific deduction.

The Gervice has concluded that IRC Sec. 512(b) (12) does not
affect the filing raquircncnts under IRC Sec. 6012 for

st i e ttmemal adad e dmaa dmmatm it om e amom

ISpOITtifig UNTELaATed DUSLINOGEE TAZADILIE INCUMDE. Therefore:

A. A church that is one legal entity with variocus local
onits muet repert all of the UBI of the church and
its local units on one Form 990-T. (IRC Sec. 512(b)(12)
does not authorize a separate Form 990-T to be filed
by each local unit.)}

B. Local units cof a church organization that comstitute
separate legal entities must each file a separate Form
990-T.

The UBI tax on churches generated three significant
ruling requests that are now being finalized in the
national cffice. In these requests for non-taxation
upnder YRC Sec. 511, the churches claim relatedness of
their business activities to their exempt fupctions.

In one case a group of independently incorporated mona-
steries carries on businesses through the labors of their
monks. They argue that their business activities are
substantially related within the meaning of IRC Sec.
513(a) because of their longstanding religious belief and
practice that manual labor is & necessary part of reli-
gious life. The monasteries argus that their business
activities are selected and operated in a manner that is
compatible with a monastic way of life and a rigorous
daily routine of worghip, work and private prayer or
reading. While the IRS does not question the sincerity

af rha mal{af sbhad moozw Tmlme {0 arm accawki=l alamant
(v T L LAT L —lich L mll‘ﬂ.d. A LRI L Ll Bl TIFSMULLAG L SdEducii e

of monastery life, they are considering whether such a -
belief eptablishes *"relatadness.” :

Among the monasteries there was a wide range of business
activities including the following categories and examples:
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1. FReligious goods (incense, stained glass windows)

2. Unprocessed food products - (beef cattle, grain,

PR

amper)

3. Processed food producte (bread, cheese, fruitcak;s)

4. Miscellaneous manufactures (concrete blocks, furpi-
ture) '

[T ]
.

Monastery giftshops (religicus articles, cheese,
candy)

Religious goods (category 1) and some giftshop sales (cate-
gory 5) will clearly be able to meet the IRC Sec. 513 related-
ness test. The Senate report on the TRA '6§ isg specific
in stating that unrelated business income does pot include
the sale of religious articles as long as such an activity
is carried on in connection with the church. §. Rep. No.
81-552, 91st Cong., lat Sess. 70 (1969). The Service's
interpretation of the committee report and its conclusion
under IRC Sec. 513 ig that the production of certain

goods has some special religious significance to the church
that produces them. Note, however, that relatedness is

not automatically established merely because the goods

in question are somehow "religious® in nature. For exam-
ple, if one of the business activities at issuve for a
Catholic organization is the making of vestments, then to
the extent that the vestments are for unse anywhere in the
Catholic church, their production is a related activity.

If the production of vestmente ie for other denominations,
the activity would not bear a causal relationship to the
exempt functions of the Catholic organization.

In another case a church operated a laundry and brocn
factory through beth full-time employees and part-time
student employees of its religious schools. Relatedness
was claimed on the basis of the church's belief that caily
work of whatever kind is a vocation or a calling and that
by doing one's work with fidelity, integrity and diligence,
2 person is truly serving God.

In a third case a church carried on farming, processing and
manufacturing activities using both paid and voluntary
labor. The church claimed that its business activities
were related in that they are designed:

1. 7To develop the capacity to render immediate basic
commodity relief to the needy,

2. To secure the long term capability to re5pcgd B
to large scale commedity needs which may arise
from social or natural disturbances,
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3. To provide the means whereby needy recipients may
work to the extent of their ability for the assis-
tance they receive, and

4. To provide an opportunity whereby all members of
the church may become directly involved in the
charitable relief of their fellowmen. -

For ‘a plain language publication on the unrelated tracde »
or business provisions, especially written for churches,
refer to Pub. 1018, Tax on Unrelated Business Income of
Churches. Por more details, see Pub. 598, Tax on Unrelated

Business Income of Ex t Organizations, and chapters
{35700 through (41) o% the BOHB (IRM 7751).

Mail Order Ministries: Assignment of Income, Vow of
Poverty, IRC Deduction Problems.

Infermation on mail grder ministries has been obtained
from newapaper articles and publications circulated by
the ministries. The information available indicates that
these organizations are in the business of selling mini-
ster's credentials and church charters.

The publications state that a church may either file for
tax exemption or use the tax exemption of another church
for a small fee. According to those promoting mail order
ministries, the tax code requires only that the members
profess some common doctrine and hold meetings where some
secrament or ritual is performed. No particular doctrine
is required in order to receive & church charter. Further,
anyone will be ordained regardless of beliefs.

Purchasers of minister's credentials and church charters
are informed that they may save up to 50% on their income
taxes by taking the following ateps:

a. Organize a church.
b. Contribute 50% of your taxable income to the church.

¢. The church fornishes the minister tax-free benefits,
sucth as housing, transportation, etc.

Purchasers are advised of an alternative plan whereby they
may avoid all income tax. This plan calls for the individ-
ual to take a "vow of poverty” and to assign the individual's
assets {house, car, savings account, etc.} and the income -
earned from the individual's current employment to the -
¢church. The assigned income is used for housing, food, B
¢lothing, etc., for the individual. :

G=9
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Since the individual receives benefits designed for his
maintenance and comfort in return for his contributien,

he is entitled to a charitable contribution deduction only
to the extent that the amount turned over to the “"church®
is actually used for charitable apd religious purposes.

With respect to the plan calling for an individuval to take
a "vow of poverty” and asaign income to a church, Rev. Rul.
77-290, IRB 1977-33, 11, holds that an attorney, a member;
of a-‘eligious order, who has taken a vow of poverty and
is inatructed by the order'’s supericrs to obtain employment
with a law firm in the state is an agent of the emploving
firm, not the religious corder, and must include the remun-
eration remitted to the order in gross income.

Thus, the assigrment of income under the circumstances
advocated by the mail order ministries does not esnable
an individual to legally avoid income tax.

Alsc, keep in mind the basic principle of federal income

tax law that an assignment or similar transfer of ccrpen-
sation for personal services to another individual or

entity is ineffectual to relieve the taxpayer of federal
income tax liability on such compensation, regardless of

the motivation behind the transfer. See Lucas v. Earl,

281 U.S. 111 (1930); Helvering v. Horst, 311 U.5., 11Z (1940),
1940-2 CB 206; Helvering v. Eubank, Jli U.S. 122 (1940},
1940-2 CB 209. -

Pinally, the organization itself may not gualify for ex-
emption under IRC Sec. 50l1(c)(3}). See Rev. Rul. £9-26%,
previcusly discussed in Section II.

Procedures Under IRC Sec. 7605(c).

The Regional Commigsioner's personal approval of the
examination of a church is reguired by IRC Sec. 7605 (c)
{(enacted in the Tax Reform Act of 1969).

The congressional explanation of the purpose of the re-
quirement was to "protect churches from unnecessary tax
audits in the interests of not interfering with the in-
ternal financial matters of churches."®

The regulations expand the scope of the statute by reguir-
ing Regional Commissioner's approval of all examinations
of churches for purposes of determining any tax rather
than merely examinations related to unrelated trade or
business income taxes., This probably reflects a judgment
by those drafting the regulations that under the Service's
"package audit" concept, it is not easy to distinguish

in advance what kind of an examination is to be conducted.
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The following procedures tend to slow down the examination
of a purported church:

1. The necessity to issue and wait for responses to
two pre-examination letters prior to requesting
Regional Commissioner approval to examine.

ey

2. The amcunt of time between the jasuance of the
pre-examination ietter and the response date.

The Service has asked Chief Counsel to consider whether
these procedures may be reviged. Counsel hax advised us
informally that twe pre-examination lettars are necessary
becauss the requlations require that reasonable "attempts”
be made to obtain desired information. However, the IRS
has been informed that the time between the issuance of
the letter and the date on which we require the crganization
to respond to it may be reduced to 10 days. With respect
te following pre-sxamination procedures in every instance
that an organization claims to be & church, the IRS has
been advised to follow the procedures vhenever there is
any arguable factual basis for making a claim of church
status.
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IS5 YOOR INCOME TAXABLE?
(UNRELATED BUSINESS INCOME)

James R. Avedisian

Fxammnt oroanizations =ay e tawed on bu

LrEmpT CIQanIIATION =axedl on u

ami = which is
not related to their excmp t function. Sec. 511

3y hich

A. Almost all exempt organizatjons are subject to the zax on
unrelated busineas income.

-ii

1. All exenpt organizations listed in Sec. 501(c) are
subject to the tax with the exception of U. 8. instru-
mentalities described in Sec, 501{c){1).

2. Cualified pension and profit-sharing plans described
in Sec. 40l{a} are subject to the tax.

3. Public colleges and universities are subject tc the
tax. Sec. 511(a)(2){B).

a. The heading “"state colleges and universities” is
misleading.

b. A wholly owned corporation is also subject to the
tax.

B. The tax rates are determined by the legal form of the
organization.

1. A corporate organization pays the tax at corpcrate
rates. Sec. 511{a)(1l).

2. An organization which is a trust pays the tax at trust
rates. Sec. SI11l{bj.

C. Organizations subject to the tax on unrelated business
income are also subject to the minimm tax for tax
preference items which enter into unrelated business
taxable income.

The tax is imposed on unrelated business taxable income

A. Unrelated buminess taxable income is the gross income
derived from any unrelated trade or business less allow-
able deductions.

B. Allowable deductions are those directly connected with
carrying on the unrelated trade or business. ©Sec
512 (a) (1) .




III.

C. Thers are statutory modifications toc both income and
deduction items. Sec. 512(b). -

T{

Unrelated buainess income is income from a trade or husineas,
which is regularly carried on, and the conduct of which 48 not
substantially related to the exempt function of the organiza-~

tion.
-

A. The

1.

1.

C. The

activity must be a trade ar business.

"Trade or business" has the same meéaning it kas in
Sec. 162, Reg. 1.513-1(b}.

A trade or business includes any activity which is
carried on for the production of income from the sale
of goode or the performance of services,

An activity does not lose its identity as 2 irade or
business merely because it is carried on within a
larger aggregate of similar activities or within a
larger complex of other endeavors which may or may

not be related to the exempt function of the organiza-
tion. Seec. 513(c).

The requirement that the activity be a trade or business
reflects the primary objective of the tax on tunrelated
business income - to eliminate a source of unfair
competition.

activity must be regularly carried on.

An activity will be considered to be regularly carried

on if it has a frequency and continuity, and is pursued
in & manner generally similar to comparable commercial

activities of taxable entities. TReg. 1.513-1l(ec) (1).

The conduct of an activity for 2 few weeks is not con-
sidered reqularly carried on if such activity is
normally carried on year-round by taxable entities.

The conduct of an annual dance or similar fund raising
event is not a trade or business regularly carried on.
Reg., 1.513-1(c) (2)(iii). .

activity must not be substantially related to the

exempt function of the organization.

1.

The organization's uge of income or its need for income
does not cause an activity to be considered related to
the organization's exempt functien. Sec. 513{af.

i B (74)
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2. To be substantially related to the exempt function of
the organization, the production or distribution of
goods or the performance of services must contribute
importantly to the accomplishment of that function.
Reg. 1.513-1(d)(2).

3., The size and extent of the activity muat be considered
in relation to the nature and extent of the exempt
fanction it purports to serve, Reg. 1.513-1(d)(3).

4. Income from chargea for the performance of an exempt |
function is not unrelated business income. Reg,
1.513-1(&) (4) (i).

5. oOrdinarily income from the sale of products which re-
sult from the performance of an exempt function is not
unrelated business income if the product is sold in
substantially the same state it ims in on completion
of the exempt function. Reg. 1.513-1(d)(4) (ii).

6. There may be a dual use of assete or facilities, one
use may be suhstantially related to the exempt function
and another use may not. Reg. 1.513-1(d){(4) (iii}.

7. If an exempt organization exploits its good will or
other intangibles, the resultant income is unrelated
business income unless such activity itself contributes
importantly to the accomplishment of the organization's
exempt function. Reg. 1.513-1(d4) (4) (iv).

a. IXncome from the sale of subseriptions to a monthly
jeournal t¢ members and others in accordance with
the crganization's exempt fur._tion is not un-
related business jincome. Reg. 1.513-1{d) (4)
Example (6},

b. Income from the regular sale of space for general
consumer advertising is unrelated busines= income.
Reg. 1.513-1(d) (4) Examples (6) and {7}.

B. There are specific exceptions for certain activities.

a. A trade or busipess in which substantially all
the work is performed by unpaid volunteers is nct
an unrelated trade or busineas. Sec. 513(a)(1l}.

b. A trade or business which is carried on by a Sec.
501{c) (3) organization or a public college or L
university primarily for the convenience of its -
members, students, patients, officers or employees
is not an unrelated trade or business. Sec,

513 (a) (2).
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€. Income from the sale by a local smployees organiza—
tion described in S8ec. 501(c) (4) and organized
before May 27, 1969 of work-related clothes and
equipment and items normally sold through vending
machines, ete., for the convenience of its members
is not unrelatad business incame. Sec. 513(a)(2).

d. Income from the sale of merchandise lub-tantially
all of which has been received by the corganization
as gifts or contributions is not unrelated business
income. Sec. S13(a) (3).

9. The Tax Raform Act of 1976 created new rules for certain
activities of state fairs and trade shows.

a., (ualified public entertainment activities (as
defined in Sec. 513{d}(2)(B)} conducted by a Sec.
501(c){(3), (4) or (S) organization which regularly
conducta, as one of its substantial exempt purposes,
an agricultural and educational fair or exposition
are not an unrelatad trade or business., Sec,
513(d) (1) .

b. {ualified convention and trade show activities (as
defined in Sec., 513(d} (3} (B)) conducted by a Sec.
501(e) (5) or (6) organization which regqularly con-
ducts, as one of ite substantial exempt purposes,

a mhow which stimilatas interest in, and depand
for, the producta of a particular industry or
segment of such industry are not an unrelated trade
or business. Sec, 513{d)(1l).

Only deductions which are directly connected with the carrying
on of an unrelated trade or busineas are allowable in computing

vmen tatbad honeasmnaes ftowahlae  oscses [y E'!Q.l‘ 1

UNTELAWEU OUSLNGESE ‘alavis LOTESS . o8, AL L8] {l}.

A. A deduction is directly connected with the conduct of un-
related business if it has proximate and primary relation-

ship to the carrying on of that business. Reg. 1.512(a)-1(a).

B. W¥here facilitien are used both to carry on axempt activities

and to conduct unralated trada or businass antivitiesg

expenses, depreciation and similar items attributable to
such facilities (as, for example, items of overhead), shall
be allocated between the two uses on a reasonable basis.

C. Where an unrelated trade or business activity explcocits an
exempt activity, expenses, depreciation and similar items
which are attributable to the exewmpt activity qualify as
directly connected with the carrying on of the unrelated
trade or business activity to the extent that

L 4A (76)
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1} the aggregate of such items exceeds the income (if any)
derived from or attributable to the exempt activity;
and

2) the allocation of such axcess to the unrelated trade

or business activity does not result in a loss from such

unrelated trade or business activity. T
¥hare the sale of advertising in a publication of an exempt
organization is carrjed on in conjunction with an exempt *®
function, the Regulationa explain in detail the proper
mathods of calculating unrelated business income. Reg.
1.512(a)=1(f).

Code spells out certain modifications of items of income
deduction. Sec. 512(b),

Dividends, interest, annuities, and royalties and all
deductions directly connected with such income are ex-
cluded. Sec. 512(b) (1) and (2).

1. Dividends, interest and annuities from debt-financed
property are included. Sec. 512(b)(4).

2. Interest and annuitiez received from 80 percent con-
trolled organizations are imcludad. See. 512(b) {13).

All rents from re
(A) (1).

al property are excluded. Sec, 512(k) (3)

1. 1If personal property is rented along with real property,
all rents are excluded if the rent attributable to the
personal property is 10 parcent or lass of the total

_,__ Y eent

rent. _Rag 1.512 (b)~1(c) {2) (ii) (b).

a. If more than 50 percent of the rent is attributable
to the personal property, none of the rent is ex-
cluded. Eec. 512 (b} (3)(B) (i).

b. If the rent attributable to the personal property
is between 10 percent and 50 percent of the total
rent, only the portion of the total rent attribut-
able to the real property is excluded.

2, 1If the amount of rent is based upon income or profits
derjived from the property, none of the rent is excluded.
Ssc. 512 (b) (3) (B) (ii).

With respect to each debt-financed property which is un-~
related to the organization's exempt function, there is
included a percentage of income and deductions. Sec. R
514 (a). -

E-S
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1. The percentage is a ratic of avarage indebtedness to
average adjusted hasis.

2. Debt-financed proparty is property which ia held to
produce income and with respect to which there is an
acquisition indebtsdness. Sec. 514(b).

a. There are special rules when land is acquirea for
exempt use within 10 years. Sec. 514 (b) (3).

z
b. Acquisition indebtedness is the unpaid balance of
indebtedness incurred in acquiring or improving
the preoperty, or other indebtedness whichk would
not have been incurred but for such acquisition or
improvement. Sec. 514 (c) (1).

1} Proparty acuired subject to a mortgage is
considered as having an acquisition indebtedness.
Sec. 514(c) {2) (B).

2} There are special rules where property subject
to a mortgage is acquired by devise, beguest or
gift. Gec. S5l4(c){(2})(B).

hO. Gaines and loases from the sale, exchange or other disposition
of property are excluded. 6Gec. 512 (b} (5).

1. Gains and loasses from the disposition of debt-financed
property are not axcluded. There is a specizl percentage
calculation. Sec. 514(c) (7).

2. Recapture provisions of Sec. 1245 and Sec. 1250 override
this exclusion.

E. The net operating losa @eduction is calculated by Teference
to only those amounts included in the calculaticn of un-
related business taxable income. Sec. 512 (b} (6).

F. All income and deductions attributable to research for the
govermment are excluded. Sec. 512 (k) (7).

G. There is a specific deductien of $1,000. Sec. 512(b)(12).

Por sccial clubs and velunhtary employees' bemmficiary associa-
tions, unrelated business income is gross income lesg deductions
directly connected with the production of gross income, less
exempt function income and deductions. Sec. 512({a) (3} {A].

Prop. Reg. 1.512(a)-3.

A. Exempt function income is gross income from dues, fees and
charges paid by members in furtherance of the organization's
exempt purpose. Sec. 512{a} (3) (B}). Rav. Proc. 71-.1:7,
1971-1 C.B. 683. -
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- B. Amounts set aside for charitable purposes are considered
exenpt function income. Sec. 512(a) (3) (B)(i).

C. 1In the case of a voluntary employees' beneficiary organiza-
tion amcunts set aside to provide for payment of life, sick,
accident and other benefits are considered sxempt function
income. Bec. 512(a) (3) (B) (ii).

VII. Homeowners associations are taxable only under specific pr’_ovisions.

Sec. 528. B

’ =
¢ A. Hoameowners association is specifically defined. Sac. 528](c).

B. Taxable income is gross income {excluding exempt function
income) less deductions directly connected with the produc-

tion of the groas income (excluding exempt function inceme) .
Sec. 528(4) (1).

1. Thera is a specific deduction of $100.
2.  There im no net cperating lose deduction.

3. Exempt function income is amounts received as dues, fees,
or assessments from the homeowners. Bec, 528(4) (3}.

I

VIII. There are scome jtems, including some recent developments, which
. have particular importance to educational institutions.

A. All jincome derived from research and all deductions directly
connected with such income are excluded from unrelated
x business taxable income, Sec. 512(b)(B).

B. Income derived from the lending of securities is not unre-
lated business income and is not income from debt-£financed
property. Rev, Rul, 78-88, I.R.B, 1978-10, 12.

C. Inccme derived from the lapme or termination of options,
written in connection with the >rganization’s investment
activities, to buy or sell securities. Sec. 512(b) (5}.

bE. There is currently pending in the Ratiomal Office of the
Internal Revenue Sarvice a technical advice request re-
garding television revenues received by colleges from
athletic activities.

el

E. The sale of advertising space in programs for sports events
or mueic or drama performances does not create unrelated
busineas income. Reg. 1.513-1(c)(2) (ii).

F. The sponscoring of professicnal theater companies and
symphony orchestras who give performances to which the.
gensral public is admitted does not generate unrelated:
business income. Reg. 1.513-1(4d) (4) (iv} Example {2}.

, Rdd (75)



[T SO AL

Sale of advertizing space in a student newnpkptr does not
creata unrelated businass income. Rag. 1.513-1(a)(4) (iv)
Example (5). .

Operating and providing the organizational structure for.a
regional network of computers owned by exempt colleges and
universities and used to collect and disseminate scientific
and educatienal information to member schools is an exempt
funotion, Rev. Rul. 74-614, 1974-2 C.B. l164.

™he operation of a ski facility creates unrelated husiness
income to the extant it is used by the general public.
Rev. Rul. 78-98, I.R.B. 1978-11, 13.

Alumni tour programa for members and their families generate
unrelated business incoms. Rev. Rul. 78-43, I.R.B. 1978-5,
11.

There are some definitive rules applicable to hospitals.

A,

B.

Cartain hoapital searvices are specifically excluded from
unrelatad trade or businass. FSec. 513(e).

All income derived from research and all deductions directly
connectad with such income are excluded. Sec. S512(b) (8).

Income from pharmaceutical sales to the geparal public
which are not frecuent or continuous is not unrelated business
income. Rav., Rul. 68-374, 1968-2 C.B_ 242,

A gift shop in the hospital will not generally be considered
an unrelated trade or busineas. Rev. Rul. 69-267, 19€5-1
C.B. 160.

A cafeteria or coffee shop which is not advertised and

does not encourage use by the public will generally not
generate unrelated business income. Rev. Rul. 69-268,

1969-1 €.B. 160.

A parking lot not for general public use is not an unrelated
trade or buajiness. Rev. Ral. 59269, 19%659.]1 C.B. l60.

Real property leased to a medical group which provides
services to patisnts will not be coneidered an unrelated
trade or business., Rev. Rul. 69=463, 196%=2 C.B. 131.

Museums and arts organizations can have partigular considerations.

A,

The sale of gresting card reproductions of art works by an
art museum is not an unrelated trade or businesa. Rev. Rul.
73-104, 1973-1 C.B. 263, but the male of scientific booke
and city souvenirs by a museum of folk art constitutes an
unrelated trade or business. Rev. Rul. 73-105, 1973-1 C.B.
264.
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- . . *

B. The operation of & dining room, cafeteria, and snack bar
by an art wvusemm for use by the musaum staff, employees
and visitors does not constitute an unrelated trade or
business. Rev, Rul. 74-399, 1974-2 C.B. 172,

€. The opsration by & museim of its theater as a motion pictuze
theater during hours the wuseum it closed generates unre- :
lated business income. Reg. 1.513-1(3) (4) {iii). .

A travel program may of may not be conaidared an exempt function.

A The conduct of travel ltudy tours that include courses on
the culture of ithe United States, foreign countries and nature
studier taught by certified taachers is an exempt function.

Rev. Rul. 70-534, 1970-2 C.B. 113.

B. The confuct of winter time ocean cruises during which
activities to further religious and educational purposes
are provided in addition to extensive social and recreational
activities is not an sxempt fupction. Rev. Rul. 77~386, I.R.B
1977-41, 1l1.

C. The operaticon of a travel tour program for alumni aseociation
members and their familieg is an unrelated trade or business.
Rev, Rul. 768-43, I.R.B., 1978-5, 1l1.

There is littie publiec information abouf assesmments of tax for

unrelated business income of churches.

A. For trade or businesses of churches carrisd on prior te
May 27, 1969 groes income is excluded from unrelated buginess
income for taxable years beginning before January 1, 1576.
Sec, 512 (b)(14).

B. A congressional committee reported in 1962 that some churches
were engaged in operating puplishing houses, hotsls,
facrories, radic and television stations, parking lots,
newspapers, bakeries, ané restaurants.

C. ¥o examination to determine unrelated business income can
be made of a church uniless the Internal Revenue Service
balieves that the organization is engaged in an unrelated
trade or business and so notifies the church in advance.
Bac. 7605 (c}).

D. Weekly bingo games conducted by paid operateors constitute
unrelated business. Smith-Dodd Businessman‘s Asan. 65 T.C.
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THE LEGAL ENVIRONMENT: HAVE YOU BEEN SUED LATELY?

Raymond L. Hanson

1. Introcduction.

A. Creating the Environment.

The most striking thing about the legal enviropment is the
proliferation of attormeys. 1In 1977, 5,900 attorneys were .
admittéd to practice in California, in 1976, 5,200 and in

1975, 5,600. 1In 1977 gver 11,000 pecple tock the State Bar
exapinations. I am also told that in 1976 31 new law schools
opened in the State of California. At the Bastings College

of the lLaw where I serve on the Board of Directors we had

5,000 applicants for 500 places in the class to enter law
school in September of 1578. As the total number of attorneys
in California is 59,000, this means that a great portion of

the legal practitioners in this State are in their firse 5

or 6 years of practice. There is an old saying in the law
business that there iz nothing so dangercus as a young attorney
just out of law school because he has the right to sue but

not the judgment or maturity to know when and who to sue.
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B. Effect of Government Policy and Class Action Suits.

R

It would meem to follow that the tremendous emphasis on liti-
gaticon is a result to some extent of this ever-increasing
number of attorneys in this State.

mr

The Government, both Pederal and State, has encouraged liti-
gation with a great maze of regulations, prohibitions, re-
quirements and the encouraging of so-called public interest
law firms and such organizations as the Califorpia Rural
Legal Aid.

Another factor increasing the emphasis on litigation has been
the development of the so-called "class action guit* under
which the attorpeys for a plaintiff can sue on behelf of
numercus other people of the same "class." In the event the
suit is successful, the attorneys for the plaintiff are often
able to copllect their fees from the defendant organization for
their work in representing the class. This is contrary to the
rule in most law suits requiring each side to pay its own liti-
gation fees, An interesting example of a class action suit is
found in the case of Tillman v. Wheaton - Haven Recreaticn,
517 Ped.2 1141 - 1975 in which suit was filed against the
Board of Trustees of a tax-exempt charitable corperation on
behalf of all of the black people in a community in Maryland
because they were prohibited from participating in the -
activities provided by the corporaticon or using its facilities
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_banefiting from the services of the non-profit corpdration.

such as the swimming pool. Another interesting case is the
so-called Sibley Memorial case discussed herinafter in detail.

Charitable Impunity pDisappeared in California.

Over a hundred years age the doctrine of charitable immunity
was promulgated by the courts. This doctrine said, :in
effect, that a charitable corporation or a trustee of a
.charitable organization was immune from suit by anyane

In other words, a patient at a hospital that was a non-

profit charitable hospital could not sue the hospital in —
the event he or she was damaged through the negligence of

the nurses or other perzsonnel because of the hospital's

immunity. This doctrine was in effect in California for

many years. The last case in which it was set up as a

defense that I know of wag the case of Malloy v. Fong,
37 €.2a 356 (1951} in which it was argued thaft a bov who
lost his foot in an accident while attending a church
party was not entitled to gue the church or the minister
of the church becauvse of charitable immunity. The

California courts said that charitable immunity was no J
longer the law in this State.

2. There is a Substantial Risk of Personal Liability of Directors

A,

and Trustees of Nen~Profit Corporations.

General Statement.

The geéneral rule on personal liahility of directors or
trustees of non-profit corporations in California is that
individual directors are ordinarily not liable in their
capacity as members of the board,

(i) Section 9504 of the Co. poration Code provides:

"Directors of a non-profit corpor: tion are not
personally liable for the debts, liabilities,
or obligations of the corperation.®

Thise etatutocry language, however, does not pro-

tect the board member from perscnal liability

for breaching his fiduciary duty to the corporation.
Each member of the governing board of a non-profit
corporation owes a fiduciary duty to the corporation.
This means that a member of the board must use his
office for the benefit of the corporation: it is a
pesition of trust. N
Directors of non-profit corporations which have:
financing through the sale of bonds also face a
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risk of potential liability for vioclations of
Rule 10b-5 of the Securities Exchange Act of 1934.
The extent of the risk will be discussed below.

Standards of Fiduciary Duties Owed to a Tax-Exempt Corporatian.

The precise standard of the fiduciary duties a director °
owes to a non-profit corporation has been subject to de-
bate. A 1954 California Court of Appeal case held that :
although a director of a non-prof;t corporation is
held to the highest degree of honor and integrity, he is
not personally liable for mistakes of judgment. (Georce
Pepperdine Foundation v. Pepperdine, 126 Cal_App.2d 154,
8; 271 P2d 600). The Pepperdine case presented some
unique factg. Here a non-profit corporation sued its
own founder and principal benefactor, claiming that he
as a board wember mismanaged the funds of the corporaticn.
Because of the fact that but for George Pepperdine's
generosity and industry there would have been no
corporation at all, nor any funds to mismanage, the
Court explicitly declared that it would be manifestly
unfair to hold him liable for mere mistakes in judgment
in the management of the corporaticon's funds., Because
of the unigue factual situation involved in the Peppercdine
cage, one would be ili-adviged to rely heavily on that
decision as to the general issue of potential liability
for members of 4 governing board of a non-profit corporatlon.

I think it is poor law.

A case which would appear to substantiate this opinion

is Holt v. College of Osteopathic Phvsicians and Surgeons,
61 Cal.2d 750, decided by the California Supreme Court

in 1964, ten years after the Court of Appeals decision
in Peggerdzne. Although the Court in Holt was not
called upor to decide the issue of non-profit directors®
personal liabjlity, it did cite with favor several law
review articles which in part suggest standards of
responsibility which may be interpreted as stricter

than those imposed by Pepperdine. The Court in Holt

did expressly overrule the Pepperdine decision to the
extent that it limited standing to sue to the Attorney
General. After the Holt dercision, it would appear that
a suit against allegedly negligent directors may be
maintained by one or more other members of the governing
board, and probably by the non-profit corporation itself.

A Court of Appeals case decided after Holt, followed
the Holt suggestion of a higher standard of care.
{Lynch v. John M. Redfield Foundationp (1970} 9 Cal.
App.3d 3%3; 88 Cal. Reporter 66). Lynch held that
directors of charitable organizations must comply
with strict trust principles in the performance of
their duties. In Lynch, the Attorney General sued
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the Foundation and its three directors, alleging mis-
management by the directors in permitting cash to
accumplate in » nop-interest bearing bank account for
npproximately five vears, in fa;lan to manage the
assets of the Foundation in a Susinessiike wav, and
in failing to carry ocut the Foundation's purposes for

said perjod.

Lok

The directors argued that the circumstances should
excuse what they admit would normally be mismanage-
ment for retaining income in a non-interest bearing

ey - o
acfount for five vears. The circumstances were that

the money was kept there because of disputes and law-
suits among the directors which resulted in notifi-
cation from the bank that it would not honor drafts
on the Foundation's account without a court order
unless all directors concurred in the action. The
directors also asserted as mitigating circumstances
the facts that thEV served withaot rompensation,

that the corpus ga;ned approximately 100% in value
durlng the period of inaction, and that they acted

in good fajth,

The court rejected these arguments and found that the
directors breached the prudent man investment rule
(the trustee’'s standard of care}. The directors were
surcharged for simple interest of 7% per annum fcor
negligently breaching their trust by failing to in-
vest income within a reasonable time.

A Landmark Case — Sibley Memorial Hospital ~ The Corporate
Name is Lucy Webb Hayes National Training School fcr
Deaconesses and Missionaries.

The most important recent decision on the scope of
the directer's fiduciary duty states that the directors
vf non-profit corporations will be held to the more
lenient corporate principles rather than to the
stricter trust principles of fiduciary duty. (Stern
v. Lucy Webb Hayes National Training School far
Deaconesses and Missionaries, 3181 Fed. Supp. 1003.)
This opinion by Judge Gerhard Gesel] ceontains the
most extensive digcussion to date on the scope of
the fiduciary duty owed by directors of nun-prof;t
corporations.

Patients of Sibley Memorial Hosgpital in Wash., D.C.
brought a class action alleging among other things

that nine members of the hospital's board of trustees
breached their fiduciary duties of care and loyalty

in the management of the hospital's funds. Since -
1960, Sibley Memorial Hospital, a non-profit charit- -
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able institution, maintained a board of trustees
consisting of from 25 to 35 members. The hoard met
twice each year. Between meetings of the board, an
executive committee represented the board and among
its duties were the openifng of checking and savings
accounts, approving the hospital®s budget, and to
report regqularly on the amocunt of cash available for

investments. Finally, the board had an investment 4
committee which was to manage the investment of )
hospital funds, working closely with the finance H

comnittee.

From the early 1950's to 1968, financial management

of the hospital was handled almost exclusively by

two trustee/officers: Dr. Orem, the Hospital Admin-
istrator, and Mr. Ernst, the Treasurer. These men
dominated the board and executive committees, whose
other members routinely accepted their recommendations
or ratified their actions. Also, since from the early
1960's to 1971 the finance and investment committees
never met or conducted business, budgetary and in-
vestment decisions were handled by Orem and Ernst.

In 1571, the finance and investment committees were
activated, but Ernst, being the chairman of the
finance committee and a member of the investment
committee, continued to maintain dominant control
over the hospital's financial management until his
death in 1972.

Judge Gesell opted for applying corporate rather
than trust principles in determining the liability
of the directors of charitable co rations because
their functions are virtually indistinguishable from
those of their "pure” co rate counterparts. He
fheld that a director of a charitable corporation

is in default of his fiducjary duty to manage the
fiscal and investment affairs of the hospital if it
bas been shown by a preponderance of the evidence
thats

{i) While assigned to a particular committee of
the board having general financial or in-
vestment responsibility under the by-laws
of the corporation, he has failed to use
due diligence in supervising the actions
of those officers, employees or ocutgide
experts to whom the responsibility for
making day to day financial or investment
decisions has been delegated; or

& 4AP6)
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(i1} He knowingly permitted the hospital to
enter into a business transaction with
himself or with any corporation, part-
oership or asscciaticn in which he then
had a substantial interest or held a po-
gition of trustee, director, general
manager or principal officer without
having previously informed the persons

. charged with approving that transaction
of his interest of position and of any

~ significant reasons, unknown to oY not
fully appreciated by such persons, why
the transaction might not be in the best
interest of the hospital; or

(iii) Except as required by the preceding para-
graph, he actively participated in or
voted in favor of a decision by the
poard or any committee or subcommittee
thereof to transact business with himself
or with any corporation, partnership er
association in which he then had a sub-
stantial interest or held a position as
trustee, director, general manager or
principal officer: or

(iv} He atherwise failed to perform his duties
honestly, in gocd faith, and with a
reasonable amount of diligence and care.

Upon applying these standards to the facts, the Court
found that ali of the standards had been breached. The
Court declined to award damages or to remove the

trustees from office. Its reasoning was:

"In attempting to balance the equities
under the circumstances sh-wn by the
record, there are a number of factors
which lead the Court to feel that inter-
vention by injunction should be limit.:d.
(Citation}. First, the defendant trustees
in this case constitute but a small minority
of the full Sibley Board. Yet in several
respects, the responsibility for past
fal?ures ade uateE to supervise the
Randiing of gospztal funds rests equallv
on all board members. Second, it is

clear that the practices criticized by
plaintiffs have, to a considerable extent,
been corrected and that the employees and
trustees who were principally responsilble
for lax handling of funds have died or been
dismissed. Third, there is no indicaticn
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that any of the named trustees were involved

sonally by lapses in proper fiscal super-

=
: : . . ]
in fravdulent practices or profited per-
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vigsion, and indeed, the overall operation
of the hospital in terms of low costs,
efficient services and quality patient

care has been superior. FPinall this

case ig_in a sense one of first impression,
. since it brings into Judicial focus for the
. first time in this jurisdiction the natuce
. EEE'EEEBE‘E?‘EEEEEE%‘EEIE:EEISEE‘EE“E‘EEE:
Ero it, non-member charitable institution
ncorporated under D. C. Code Sections

29-1001 et geq.~ Stern, supra, page 21 and

Is It Law In California?

As noted in Stern, other states such as Kansas and No
Carolina apply profit-making corporation fidoucjary du
standards to directors of non-profit corperations.
There is indication that New Jersey courts also apply
corporate fiduciary duty standards and have found
directors of non-profit corporations to have breached

these standards. (Valle v, New Jersey Autoc Club, 310
A.2d 518, 125 N.J. Super. 302 {1973J).

Stern is at present the leading case on the standards
for the fiduciary duties of directors of non-profit
corporations. It seems likely that California Courts
would follow Stern by holding directors to profic~
making corporation fiduciary standards. Even though
Lynch which is the latest California case used more
stringent trust fiduciary standards, it is probable
that California courts in future cases would follow
Stern in holding directors of non-profit corporations
to the less stringent corporate standards for
fiducriary duties. Lynch adopted the trust standards
with no explanatien for why trust rather than corpor-
ate standards were used. It appears that the court
merely expanded the ruling from Holt v. College of
Osteopathic Physicians and Surgeons (supra’ that a
non-profit corporation was similar to a trust so

that persons other than solely the Attorney General
could gue negligent directors. Therefore, if the
guestion whother trust or corporate fionCliarny
standards should apply toc directors of non-profit
corporations were fully briefed, it is probable
that a California court would find the Stern
reasoning persuasjve and would opt for corporate
standards. Thus, a review of California law on
fiduciary duties of directors of profit-making

corporations seems appropriate.

o oy
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California Law on Fiduciary Duties of Directors
of Profit Making Corperatlons.

{a}] Duty of Loyalty.

Section 820 of the California Corpor-

ations Code rather clearly states the
rules on self-dealing:

PRI

"Duty to act in good faith; effect of personal
financial interest of common directorship.
Directors and officers shall exercise their
powers in goeod faith, and with a view to the
interesta of the corporation. No contract or
other transaction between a corporation and
one or more of its directors, or between a
‘corporation and any corperation, firm or
association in which one or more of its
directors are directors or are financially
interested, is either void or voidable be-
cause such director or directors are present
at the meeting of the board of directors or

a committee thereof which authorizes or
approves the contract or transaction, or
because his or their votes are counted for
such purpose, if the circumstances

specified in any of the following exist:

(aa) The fact of the comnon director-
ship or financial interest is dis-
closed or known toc the board of
directors or committee and noted
in the minutes, and the board or
committee authorizes, approves,
or ratifies the contract eor
transaction in good faith by a
vote sufficient for the purpose
without counting the vote or votes
of guch director or directors.

(bb) The fact of the common director-
ship or financial interest is
disclosed or known to the share-—
holders, and they approve or ratify
the contract or transaction in good
faith by a majority vote or written
consent of shareholders entitled to
vote. n

(ce) The contract or transaction is just-
and reasonable as to the corporatioch
at the time it is authorized or
approved.
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{b)

Common or interested directors may
be counted in determining the
Presence of a quorum at a Beeting
of the board of directors or a
commjttee thereof which authorized,
approves, or ratifies a contract or
transaction.”

Duty of Care.

The duty of care is soméwhat more difficult te
define. A director hag a duty to supervise the
general operation of the corporation.
{Corporations Code, Section B00). More
specifically, the California courts appear to
appiy a negligence standard in determining the
duty of care. (Burt v. Irvine Company (1965}
237 Cal.App.2d B838; 47 Cal. Reporter 29)}). 1In
Burt, plaintiff had charged several directors
with violating their duty by selling corporate
assets to third parties at too cheap a price.
In discussing the applicable standard of care
to which the directors would be heid, the
Court gquoted 3 Fletcher Cyc. of Corporations,
1965, Section 1040, page £28: The rule
exempting officers of corporations from
liability for mere mistakes and errors of
judgment does not apply where the loss is _
the result of the failure to exercise proper
care, skill and diligence. Directors are net
merely bound to be honest; they must also be
diligent and careful in performance of the
duties they have undertaken. They cannot
éxcuse imprudence on the ground of their
ignorance or inexperience, or honesty of

their intentions; and, if they commit an
errcr of judgment through mere recklessness
Or want of ordinary prudence and skill, the
corporation may hold them responsible for

the consequences.”

The Burt court found that plaintiffs stated =a
cause of action where they alleged that de-
fendant directors brushed aside or ignored
bids on the assets sold which were known to
be higher than those accepted.

The businesgs judgment rule has been thaught
to protect directors from the imposition of
liability. Bowever, the more recent cases
Etate that the business rule protects cnly
reasonable acts of a director. (McDonnell v.
American Leduc Petroleum Limited {1974}

LA 50)
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491 F.2d 380, 384). “When Courts say that
they will not interfere in matters of
business judgment, it is presupposed that
judgmént -~ reasonable diligence -- has in
fact been exercised. A director cannot
close his eyes to what is going on about him
in the conduct of the business of the cor-
poration and have it said that he is exer-
¢cising busgsiness judgment. Courts have
properly decided to give directors a wide
latitude in the management of the sffairs
of the corporation provided always that
judgment, and that means an honest, un-
biased judgment, is reasonably exercised
by them. {(Burt v. Irvine Company, supra,
page 852.)

Rule 10b-5.

Director liability under Rule 10b-5 of the Securities
Exchange Act of 1934 is a possibility to consider for
non-profit corporations which finance through bond
offerings. Rule 10b-5 makes it unlawful for any
person in connection with the purchase or sale of a
security to employ a scheme to defraud, to make a
material misstatement or omission, or to use a
fraudulent course of business.

An implied civil cause of action is recognized in
Rule 10b-5. (Knepper, Liability of Corporate
Officers and Directors 131, 24 ed., 1973}.

Professor Bromberg indicates that securities of
non-profit organizations which are exempt from the
1933 Securities Act registration requirements are
subject to 10b-5 coverage. (1A Bromberg, Securities
Law: Fraud §2.4(3), p. 39 (1973)).

Attempts have been made to hold directors liable o
damanes for wvieolations of Rule 10b-%. The requ’'sit
stete of wind for finding civil liability for das-
ages in 10b-5 suits is the most diffigult and un-
settled element of a 10b-5 private action. (2a
Bromberg, Securities Law: Prauod (§8.4, p. 501 _(1872)}.
The Federal Circuit Courts of Appeal have no uniform
standard for the requisite state of mind. Professcrs
Jennings and Marsh, after discussing the difficulty

of figuring out the state of the law nationwide,
suggest that it is unlikely that any court would

in fact impose liability for damages upon even a
corperate officer in favor of stock purchasers for
Simple negligence pertaining to something like the
issuance of a press release. (Jennings and Marsh,
Securities Regulation 3d., p. 1072 (1872)).

2
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An illustrative of the law on Rule 10b~5, cases from
the 2nd Circuit (includes New York). and the %th
Circuit (includes California) will be discussed.

A recent 24 Circuit case held that an outside
director (one not in control of or employed by

the corporation and who did not participate in

the transaction) is not liable for damages under
Rule 10%-5 when he did not know of or participate

in the making of misleading statements or omissions.
The court held that "a director in his capacity as
a director (a non-participant in the transaction)
owes no duty to insure that 211 material, adverse
information is conveyed to prospective purchasers
of the stock of the corpeoration on whose board he
sits.” (Lanza v. Drexel & Co., 479 F.2a8 1277

{24 cir. 1373)}. The court held that Rule 10b-5
requires more than negligence for liability for a
director -- it reguires proof of a willful or
reckless disregard for the truth. Lanza, supra.

A recent 9th Circuit case declared that a flexible
standard should be applied in determining 10b-5
liability. In establishing defendant's duty under
10b-5, factors to consider are the relaticonship of
defendant to plaintiff, defendant's access to in-
formation As compared to plaintiff's access, the
benefit that defendant derives from the relation-
ship, defendant's awareness of whether the plain-
tiff was relying on their relationship in making
his investment decisions, and the defendant's
activity in initiating the Becurities transacticn.
(White v. Abrams, 495 F.2d 724 (9th Cir., 1974)).

Thus, under the 9th Circuit .standard, it appears
that an outside director would probably not be
held liable for a 10b-5 viclation unless the
director knew of the viplation or had sufficient
information available so that he should have known
of the violation. The flexible standarc would
seemingly be most lenient for an cutside director
of a non-profit corporation. Thus, 10b-5
liakility for damages in California seems a
remote possibility.

Other Rules on Financial Management.

In addition to the above, members of the board of

a non-profit corporation participating in the Medi-
care Program should be aware of certain obligaticns
the provider has with respect tc financial manage-
ment. Specifically, board members should he con-
cerned with the "Prudent Buyer Rule".

B “d (90)
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The Prudent Buyer Rule requires that providers act
as prudent buyers in the purchase of goods and ser- ‘
vices, i.e. that the provider seek cut and take ad-
vantage of discounts and other economies available
for the purchage of goods and services. In all
cases where the provider fails to take advantage
of additional discounts or economies, there must
be clear justification for such action. OUnless
this justification exists, where a provider pays

in amount above the going price of goods and ser-
vices, this excess amount will be excluded in com-
puting allowable costs under the Medicare Program.

2 )

-

The "Related Organization Rule” sets forth obli- {
gations with respect to the cost of goods or ser-
vices provided to a provider from a related entity
having common ownership or control. Generally the
rules relating to common ownersghip will not be
applicable to a non-profit corporation. Those
relating to common control may be, however.
=control®" under the rule exists where an individual
organization has the power, directly or indirectly,
to influence or direct to a significant extent the
actions or policies of the provider. The rules do
not set forth any specific set of circumstances as
to when common control exists, but do state that
the issue of control is based upon the totality

of facts and circumstances in each case. Under

the “"Related Organization Rule”, generally the
cost of goods and services purchased by a provider
from a related prganization will be limited to the
cost of such goods and services to the related or-
ganization and then only if such costs do not exceed
comparable prices of goods and services purchased
alsewhere. When costs of goods and services pur-
chased from a related organization are deemed ex-
cessive, the excessive cost of such goods will be
disallowed as a reimbursable expense under the
Medicare Program.

with regard to both the ®"Prudent Buyer Rule” and

the "Related Organization Rule®, violation of either
rule could provide the basis for consumer legal action
against the corporation's board of directors alleging
a breach of board members® fiduciary duties respecting
financial management.

It should be further noted that a non-profit corpora-
tion's tax exempt status is based upon a requirement
that no part of the net income of the corperation
inure to the benefit of any private individual. E
The purchase of goods, services cor money by a non- F
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profit corporation at a price beyond that which
might reascnably be justified may be deemed a trans-
action through which, in effect, revenue inures to
the benefit of a private individual. Such a trans-
action could jeopardize the tax exempt status of the
corporation and again could provide the basis for s
consumer action alleging a vioclation of board members'
fiduciary obligations concerning management of the
corporation’s finances.

ST

3. Higher Fiduriary Care.

A The concept that funds handled by charity, even thouch
incorperated, are charitable funds in the hands of a2
trustee and not of a corporation's board of directors
is reflected in the thinking of the California Attorney
General's staff which carries over the provisicons of
certain sections of the <ivil code regarding the
obligations of a trustee to apply to the trustees
or directors of tax—-exempt corporations. It is
important to note that Mr. Warren Abbott of that office
believes these sections prohibit a professicnal man or
woman (CPA, attorney, physician, etc) frem serving as
a trustee of a tax-exempt corporation and also re-
ceiving compensation for himself or herself or tor
his or her firm. As the practice, at least so far
as attorneys are concerned, is widespread and well
established, this interpretation could give rise to
surcharge proceedings in many areas of the State.

The important secticns are as follows:

(i) §2228. Bound to Highest Good Faith.

In all matters connected with his trust,

a trustee is bound to act in the highest
good faith toward his beneficiary, and may
not obtain any advantage therein over the
latter by the slightest misrepresentaticn,
concealment, threat, or adverse pressure of
any kind.

(i1} §2225%. Personal Interest and Profit Prohibited.

A trustee may not use or deal with the trust
property for his own profit, or for any cother
purpose unconnected with the trust, in any
WDANNET .

{1ii) §2220. Interest Adverse to Beneficiary - Exception’
Neither a trustee nor any of his agents may

take part in any transaction concerning the
trust in which he or any one for whom he acts

r-13
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as agent has an interest, present or contingent,
adverse to that of his beneficiary, except as
follows:

{aa) When the beneficiary, having capacity
to contract, with a full knowledge of
the motives of the trustee, and of all
other facts concerning the transaction
which might affect his own decision,
and without the use of any influence on

- the part of the trustee, permits him to
- do soO;

(bb} When the beneficiary not having capaciey
to contract, the proper court, upon the
like information of the facte, grants
the like permission; cr,

(cc} When some of the beneficiaries having
capacity to contract, and some not
having it, the former grant permission
for themselves, and the proper court
for the latter, in the manner above
prescribed.

{dd) Presumptions Against Transactions
Between Trustee and Beneficiary.

All transactions between a trustee and
his beneficiary during the existence of
the trust, or while the influence
acquired by the trustee remains, by
which he obtains any advantage from
his beneficiary, are presumed to be
entered into by the latter without
pufficient consideration, and under
undue influence. The presumptions
egtablished by this section do not
apply to the provis.ons of an agree-
ment between a trustee and his bene-
ficiary relating to the hiring or
compensation of the trustee.

These Code Sections, when followed out, would
necegsarily put a tremendous burden on trustees
of non-profit corperations going beyend that
normally anticipated by the directors of prof:t
making corperations as has been indicated above.

Indernification and Insurance.

A.

it is possible for a corporation in California to agree;

to indemnify its corporate directors or trustees. It if _

F-14
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alsc possible for it to provide public liability insurance
against negligence of directors and officers acting within
the course and scope of their authority. It is preobably
not possible to obtain any type of insurance which pro-
tects a director or trustee against his own deliberate
malfeasance,

B. Directors and officers liability insurance is difficult
been able to obtain it. The insurance is normally
limited to compensatory damages and costs of defense,
in fact, many non-profit corporations have decided to
purchase insurance only to protect against the costs
of the defense and not to provide compensatory funds.

A study of the losses in this area indicate that legal
defense costs have averaged $114,000 per lawsuit, which

is certainly reason for providing insurance against this
type of cost. On the other hand, there have been very

few awards against trustees individvally. The most ex-
tensive loss I have heard of has been an award in a case
atill on appeal on the East Coast where the sum of $10,000
in damages wacs assessed against each trustee. Coverage

of directors and officers of tax exempt corporations in
the State of California has gone as high as $10,000,000
for this type of protection. It is my understanding

that in some cases the insurance carrier regquires that
there be an Agreement of Indemnification of the trustees
before they will normally cover the trustees. In this
regard, it should be noted that the normal individual
umbrella insurance policy carried by many persons does
not cover liability incurred as a trustee of a charitable
organization, Also, because of the self-dealing provisicns
a trustee of a private foundation will have to pay in-
directly or directly that portion of the premium which
does not relate to a successful defense or settlement of
such a case. See Regulations 53.4941D-2F3. The appli-
caticns for directors and cofficers liability insurance
filed by non-profit corporations has increased tremen-
dously, and, according to one insurance company, their
applications increased five-fold during the last four
months before the writing of this outline. This, of
course, is indicative of the legal environment and the
concern of trustees of non-profit corporations as to their
personal liability.

Pending Legislation.
A. Aspembly Bill 20

The McAllister Bill is generally known as the
charitable solicitation act and is now pending
in the California Legislature. Insciar as it
affects trustees' liability it has certain im-
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portant criteria under which the Attorney General's
Office is authorized to determine whether trustees
of a non-profit corporation should be surcharged
for their conduct in the handling of charitable
solicitation matters. This statute sets forth the
criteria as follows:

(i) The reasonableness of costs of fund raising
and administrative expenses, including amounts

- paid to registered fund raisers (taking into:
account the methods of fund raising used:)

(i1) The effort spent in investigating the likeli-
hood of success, or lack thereof, of a par-
ticular solicitation campaign and the ex-
pected costs thereof;

{iii) Pregent costs in relation to leng-term geals
such as the expectation of gifts to be ob-
tained in the future by the use of trusts,
wills, and similar deferred types of sifts;

(iv) The necessity for newly created charitable
organizations to incur significant costs in
establishing themselves and their programs;

PP TP T —oE o 3 T 1T 7 e Sm————
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{v) Participation and dedication evidenced ty
trustees, directors, officers and others
responsible for the solicitation of funds
by a charitable organization and any comz-

ensation or other remuperation received
Ev persons as a result of effarts exvended

By them in participating in such solicitations:

(vi) The establishing of procedures, or failure
to do so, for purposes of accurately
accounting for and protecting funds of a
charitable organization.

P

Provided, however, that in considering the propriety of
any such activity all relevant facts and circumstances

Mutual Benefit Law - Assembly Bill 2180 (Knox BL11).

{i] The Need for AB 2180.

Tt is essential that California have a new law
governing non-profit corporations, for the
present law is inadequate in scope and un-—
certain in application. The present law in-

corporates by refererce a business corporation

F-16

B4 (75
ey

{ shall be considered.
8. The Proposed Non-Profit Public Benefit and Non-Profit
h 8




c.

. « »

law repealied on Janvary 1, 1977, and existing
in limbo only for purposes of such incorpora-
tion by reference. This reference to the
statutes governing business corporations re-
sults in significant problems. For example,
the business law mets forth rules governing
shareholders, dividends, and complex economic
relations. How do such rules apply to problems
governing nonprofit corporations? What standards®
govern the conduct of directors of non-profit .
corporations —— the business standard or trust

" rules? AP 2180 was drafted to set forth, in
one Division of the Corporations Code, the
principles of corporate law that apply to the
formation, internal governance, and dissolution
of non-profit corporations and to answer
soie of the unigue guestions such corpor-
ations present,

i

An Important Basic Division of Non-Profit Corporations.

The proposed law divides all of the corporations
presently governed by the current general non-
profit law into two groups which are labeled
“non-profit public benefit corporations® and
"non-profit mutual benefit corporations”.

Public benefiif corporations are those formed

for a public charitable or religious purpose:
they are not operated for the mutual benefit of
the members, but for some broader good. Members
of the public benefit corporations have no owner-
ship interest in them. Upon dissolution of the
corporation the assets must go to a similar non-
profit cofporation or charitable corganization
rather than to the members. Public benefit
corporations include all of the traditional
"charitable® corporations. The proposed law
aveoids the term “charitable", however, in order
te distinguish it from the tax laws which might
give the word "charitable" a more restricted
meaning.

The other category, the mutual benefit corpoxr-
aticn, includes every other kind of corporation
formed under the proposed law. The diversity
of these organizations is enormous; however,
they all share common characteristics: they
cannot distribute gains, profits or dividends
1o members except upon dissoclution and there-
fore are non-profit. 1In addition, they are
formed principally for the mutual benefit of
their memberships {(fraternal organizations,

F-17
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thoge engaging in a particular type of business
(trade association) or activity (automobile club}.
Non-profit mutual benefit organizations may
operate for the benefit of members and non-
members alike; in fact, one California corpor-
ation operates for the benefit of more than
500,000 small businesses which are not members
of the organizations within the meaning of the
proposed new law. HMembers in some mutual benefit
corporations may have a proprietary interest
which allows them t¢ receive its agsets upon
dissolution, while in others the assets go to
another non-profit corporation. In many mutual
benefit corporaticns the proprietary interest.

- tha madnnael hoanafis
I W€ mutuai: oDeneliLivt

if any, is more thecretical than real.

It is important that CPAs be well-informed on

the new law if it is adopted, because it has

very specific definitions of authorized members,
quorums, voting powers and other items which

will enter into any audit that' is undertaken

after the passage of the new law, if in fact it is
passed,

Solving the Standard of Care for Trustees.

A3 pointed out previously in this sutline, there is a
difference of opinion as to what constitutes the Cali-
fornia law governing the duty of care cowed by trustees
of non-profit corporations. While many attorneys feel
that the general corporate law standards as indicated
in the Sibley Memorial Hospital ¢ .se are applicable,
there are, of course, those including the Attorney
G=neral's representatives, who feel that the trustee
standards apgly. The new statute intends to selve
this difficulty and hence has adopted the folleowing
standard of care as part of the new statute. The
statute provides as follows:

"hA director should perform the duties
of a director....with care, including
reasonable inguiry, as an ordinarily
prudent person would use under similar
circumstances.”

In addition, the proposed law allows a director in

meeting the duty of care to rely on officers, employees%
committees of the board, and persons whom the director -

in good faith believes to be reliable and competent.
This provision is copsistent with the general corporate
law and provides a needed protection tc directors which

is not found in the old non-profit law. In transactions

F=18 /7///'//07)
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between a director and a public bepefit corporation, they
must be approved by the Attorney General in advance or
they must mest specific reguirements set forth in Section
5333. Section 5333 should enable public corporations to
take advantage of opportunitier available to them while
at the same time protecting them from potential abuses.

iy

If directors of public benefit and mutual benafit corpor~
ations «comply with the duty of care and the duty of loyalty
set forth in the proposed code, they have no liability based
upon any alleged failure to digcharge their ohligations as
directors. Sections 5331 (¢) and 7731l{c).

Section 5327 requires that 51% of the board of directors
of public benefit corporations must be persons who do not
receive compensation for services rendered to the corpor-
ation. This provision is designed to curb self-dealing
transactions to insure the majority of the board is not
economically interested in or dependent ucon a corporation.

Crimes and Penalties

One chapter regarding each type of new corporation degls
with crimes and penalties; a $50 per year civil penalty is
specified for failure to file the annual report. The wide
variation in size and formaiity of corporations covereé by
the non-profit law apparently discouraged the getting of
more stringent penalties for failure to abide by other
formal filing or paperwork reguirements.

Transition Provisions.

In general, the new law applies to all acts, contracts

or transactions after the operative date of the bili,
January 1, 1980. Unnecessary re-writing of existing
articles and by-laws is not required. Entities filing
for incorporation close to the coperative date of the

new law are allowed to form under the prior non-profit
law despite some delays in processing beyond January 1.
1980. The process of choosing a new status should be
compieted by January 1, 19%80. The proposed law provides,
however, that if a corporation objects to its designation
and cannot resolve the matter with the Secretary of State.
suit may be brought up to January 1, 1982 to finally re-
solve the matter.

Effect on Account Firms of Knox Bill.

It is contemplated that CPAs, as well as attorneys, will
find it necessary to change all of their check-out pro-
cedures and auditing procedures in connection with the 2
new act. It will also require careful study as this

is intended to be a bible for future operation c¢f non-
profit corporations.

»-19
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CONCLUSION

In conclusion, under Califprnia law, a trustee may be sued

for the following reasons despite the provisions of Section

9504 of the Corporations Code:

A.

In addition, many of the current provisicns of the non-prefit
corporation law will be changed if Assembly Bill 2180

Conduct prejudicial to the corporation itself, even
though done in good faith.

-

*

Conduct which damages third persons through negligence

or deliberate misconduct.

Conduct which the California Attorney General considers
improper in the handling of funds or the making of con-

tracts and which leads to a possible surcharge by the
Attorney General against the trustee or trustees, and

Acts in violation of various state and federal statutes

such as:

{i} wviolations of responsibilities under the Interna
Revenue Act,

{(il) wviclation of responsibilities under the Pension
Reform Act of 1376 (ERISA) which imposes on
trustees certain fiduciary responsibilities;

{iii) violation of provisions set by the Securities
and Exchange Commission for respensibilities
and duties with respect to mecurities;

(iv] violatiom of civil rights, such as discriminpation,

failure to carry out affirmative action pregraTs

and related matters:

{v) violation of State and Federal charitable solici-

tation laws.

Knox Bill} should pass and bring in to being two entirely
new types of non—-profit corpecrations known as (1) the
public benefit corporation or (2) the mutual benefit
corporation.
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TO MILDRED, FOR TISH & HAROLD - TAX WORK
P

Law Office Report #41 July 17, 1978 from June page 1

1. See attached notice we received re Steve Addision when Betty
wrote infor W-2,

2. Oliver Morgan got an extension of time to file IRS return, tif

October 16, }978. i

£~

3. See attached re Guy & Beverly Mitchell for 1977 return.
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4TATE OF CALIFORNIA i STATE CONTROLLER™S QFFICE

PERSORNEL/PAYROLL SERVICES DIVISION

1900 Capitol Avenue

Sscramenio, CA 93814 -
BT AT Carromans ~ . ,'7
PLACE: Salramento, CA —
DATE: July 7, 1978

FROM:

Bookkeeping and Management Services,

Bette Mc Cann

State Controller's Office, PPSD Payroll Services

1977 Form W-2Z

We are unable to locate any record of payment for Steve

Addison, social security number 303-04-0172, in 1977
under the Uniform Payroll Svstem.

Sincerely,

Pegay W‘ﬂ,@

Peggy Sanchez @
District Disbursing COfficer

ElL:dm
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H *NO." list each year during the 3-year period for which & retirn was not filed when dus or within & pervod covered by an extens.en,

and state the reason. -
5. Was the taxpayer required to file » detlarstion of astimated tax for the year for which this extersion is requested? [ Yo zAG

M “Yes,™ wrs sach ired fimant pay made on o beforg Rsdue date? . . » . o -« s . - o [] Ve ] Ns
Signaturs and Verification

§ Prepared by Taxpayse—Lnder penalties of pefjury, | declare a_!{t;‘m the best of My kntwisdge and beiief the statéments made on
this & sre true, corect, and complate o
Sgnsture of taxpay - i Dete
Spouss’s sifnature : . M L Date e
¥ Prepared by Somecne Othar Than 'r.myw.—undu'ﬁ'iq_.'xpa of péfury, | decigte that to the best of my knewisdge and bel.et
the statements Made on this form am e, correct, and comy __'Mthtixpm);nlmhoﬂztdmteprepauthislnphutm
and that | am: \"\.'cl":- P

[ A rembes in goad standing of the bar of the highest fourt of (speciy ur dictiody
mn A certified public sccoyntsnt duly qualified tn prachee in (specity punsdctiony
oA person enroiled to practice before the intemal Revenue Service.
{3 A duiy suthonred sqent holding 8 power of attormey. (The power of attomey need not be submitted uniess requested.)
A person standing in close personai of business relationshp to the taxpayer who is unable to sign this sppheation becairse of -

s, absence, br pther good cauge. My relat ip the paxpeyet srd the Tessons why the tazpaye [ unabl‘zs;n sign this
ignature of prepaner other than taxpayer e QM-L /S et.lf'r\_ Tate o 5 ‘/_S”?

The Hevenue Service will inticais beiom whethes ihe extensioh # g
Mobice v Appicant—To Be C d by the intemal Revenue Service
B—The application IS approved. (Pleass attach thos form o your return.)
[ Tre spplicstion I5 NOT approved, (Please attach thrs ferrh 1o your retum.)
However, in view of your reascas stated in the application, # 10-diry grace period is granted from the cate shown below of due date
of the returh, whichever is later. Ths 10-day grace penod constitutes a valid extension of Lume for purposes of efections cthe w:se
requirey to be made on timely filed returns.
3 T apphcation IS NOT approved.
After consideration of the reasons stated in your appicabon, we hawe Optermined lhe extensian 15 not warranted. (The 1C-day irace
period 3 not granted.) m\o" To
] Tme spplicstion cannot be comidered, since you Tied it afer {he due date of the retum,
[J Other

ated or dened, &
Ated oF denss, and return thy
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Dite — Ve A
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LE 22-1832288

&5476 32
FRESND, ¢4 S§358¢ DATE OF Tris T
JULY 3, iSTe
BEN
S8p9sl750 30 7712 7825 112.0*
GUY & BEVERLY  MITCHELL $4209-126.3638538
PO BOX 1xike PR SRR . YRAR ENDED
SAN FRANCISCO CA 94115 10404 DEC, al, 1e17
. a2 2
) L
- EARNED INCOME CREDIT

Your tax return indicates you may be eligible for an Earned Income Credit {up to $400),
although you did not claim it. If you have aiready determined that you are nol eligible for the
credit. or have filed an armended return to ciaim if. please disregard thig notice. If you did not
consider the cradit, please answer the questions below.

1. Did you pay more than haif the cost of keeping up a home (owned or rented) in the
U.S. (50 States and the District of Columbia) for the enlire year for both yourself and
s akild wrhn was pndar 18 nr & fulltimn shiudant? Mhis shild daae mad keos e .
Fwul LGS WOW Woae LNoel re Ui B UL re anlesiig 11 e Tl Ulel T Nave 1o qu-nly

a3 your dependent.)
Yes [:I No D

2 Did you pay more then half 1he tost of keeping up 8 home (Gwned or rented] in the
U5 (50 States and the District of Cotumbia} lor the entire year for both yoursell and
your child who 15 19 or over and is mentally or physically disabled? (This individual
must quality as your dependent.)

Ye:D NOD

On the back of this form there 15 a list of the kinds of costs that may be includec in the
ot of kieepung up 8 home. There is also a definition of chwild. tor Earned income Cred! purposes.

i you answered yes o either of the above gues!ions. please print ©r type. i the space

below. the name sng retationship of the chitd whe quab:hes you for the cregair Then sign and
return this nohice promptly in the enveiope enclosed for your convenience

Child s name Relationship

Under penalties of perjury. | declare that the above answers are true and cerrect o the
best of my Knowledge

.
(PRI

Your Signalure SPOUSE § SIGRAIUIR « om rrur wrnt e Cate

,@e/q’ (/03 e
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T0 MILDRED, FOR TISH & HAROLD - TAX WORK A
Cts o’

Law Office Report #41 July 17, 1978 from June page 1

oo d

See attached notice we received re Steve Addision when Betty
wrote infor w-Z. B
Oliver Morgan got an extension of time to file IRS rgqturn, til
"October 16, 1978,

See attached re Guy & Beverly Mitchell for 1977 return.
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STATE CONTROLLERS OFFICE

STATE OF CALIFORNIA
PERSONNELIPAYROLL SERVICES DIVISION ST
[ 900 Capitol Avenue ‘i

FROM:

e
14

o &P

pracE: Sacramento,
oare: July 7, 1978

¢ ey

Bookkeeping and Management Services, - .
£

Bette Mc Cann

gyate Centroller's office, PPSD Payroll Services

1977 Form W-1

We are unable to locate 3
Addison, social security numb

payment for Steve
4-0172, in 1977

[ =]
o rh

ar
e
er

under the Uniform pPayroll System.

EL:dm

Sincerely,

Pagert Asrehig

Pegyy Sanchel 'eb
pistrigt Disbursing pfficer

Qs (05
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5. Wat the taxpayer required 1o flle 8 declaration of estimuted tax for the year for which this extersion is requested? [] Yes 2%

1f “Yes.” was each required Instaliment paymant made on or before s duedate?. . . o+ « » « « . T Yes 3 Ne
Signature nd Verification

¥ Preparsd by Tagpayer—Under penalties of perury, | decinre lfﬂ_ln the best of mry knowledge and beiief the statements made on

this for™m are true, comrect, and complete. e £

Signature of tazpayer . — . Dete —
T N [
Spouse's signature - Date
o

- * ' a. -
M Preparsd by Scmeons Other Than Taspeyer.—tinder Benalties of piiury, | declére that 1o the best of my knowledge and beliet
the statements made on this form are true, corect, and mwé’%m the h.q’:iytrhg authorized me o prepare this appiication,

and that | am: s )
[ A mamber in good standing of tha bar of the highest court of (specify_furisdiction)
[ certified public sceountant duly qualified to practice in (specity purisd vy

7 A perzon prrolied to practice before the Intarnal Revenus Service.
{3 A duly suthorized agent hoMding & power of attormey. (The power of atiormey need nat be submitted unless requested.}
E/A parson $WAnding in Closs Perscnat of business relationship 10 the taxpayer who i unable to sign this application because of M-

rass, absence, or other good cau ﬂ rela ip the laxpayer and the reasons why the taxpaygr is unable jo sign this
application are M_ﬁwﬂ%&m}ﬂmuf S
Sigrature of preparer other than taxpayer B Q‘““- /S GJf”\—- Date ¥ é -~ /5-’ 73

The irternsl Revenue Service will indicate below whether the extensiofl is granted or denied, and return the original form.

Notict tn Appl To Be C by the i i R Service

‘E'““ apphcation IS spproved. (Please attach this form to your return.}

I ™ sppiication IS NOT approved. (Please attach this form 10 your retum.)
Howapver, 1 view OF yOur ressons stated in the spoiication, a 10-day grace peripd is granted from the date shown helow or Sue dite
of the return, whichever is later. Ths 10-day grace peruxt constituies a valig extens.on ! ume for purposes of elections otherwise
Tequired to be made on timely filed returns.

[J The mppliication 15 NOT approved.
After comsideration of the reasons stated in your application, we have determined {he extension & nat warranted. (The 10 day paze
panod it not granted.) EXTENSION TO En2

D The applicaticn cannot be considered, since you filed it afler the due cate of the retum. ;. APFROVED TO

D Other » .

83 0 | e

3 —

byl By ...

Date
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mnBml e, - - P g 1}
sll‘ﬂllav E L fije fToLF al(nv\.’w
et
' GUY ¢ BEVERLY  MITCHELL 94209=126-3630948
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SAN FRANCISCG CA 9411s 10404 PEC, 314 1977
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- e
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EARNED INCOME CREDIT

Your tax return indicates you may be eligible for an Earned Income Credit {up to $400),
although you did not claim it If you have already determined that you are not eligible for the
credit, or have filed an amended return to claim it, please disregard this notice. If you did not
consider the credit, please answar the questions below.

1. Did you pay mare than half the cost of keeping up a home {owned or Tented) in the
U.S. {50 States and the District of Celumbia) for the entire year for both yourself and
your child who was under 19 or a fulk-time student? (This chiid doas not have to gualify

a8 your dependent.)
Yas El No D

2. Did you pay more than hail the cost of keeping up a home {owned or rented) in the
U.5. (50 States and the District of Columbia) for the entire year for both yourself and
your child who ©» 18 or over and it mentally or physically disabled? [This ingividual
must quaiity as your depangent.)

No [

ves [

©On the back of this form there i a list of the kinds of costs thal may be included in the
oot of eeping up a home. Thare & aiso a definition of child, for Esrned tncome Credit purposes.

If you answered yes 1o either of the above questions. please print or type. in the space
below. the name and relalionship of the child who qualifies you 1or the credit. Then sign and
return this notice promptly in the envelope enclosed for your convenience

Child's name Relationship

Under penalties of perjury. | declare that the above answers are true ane correct 10 the
best of my knowiedge. :

My n

LE 221832268

Your Signature SPOUSE § SiGRaAtUTe il e me #iwr was 1w0 Cste

BEANT)
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Law Office Report #41 July 17, 1978  from June page 1 :2:;&,(/

i

1. See attached notice we recelved re Steve Addision when Betcy
wrote infor W-2. .

2. Oliver Morgan got an extension of time to file IRS return, til
_October 16, 1578. ;

3. See attached re Guy & Beverly Mitchell for 1977 return.
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" STATE OF CALIFORNIA ’ STATE CONTROLLER'S OF FICE

PERSONNEL/PAYROLL SERVICES DIVISION T

1900 Capitol A venme AN

Sacrimanto, CA #5814 Egg;
CA

PLACE: Sacramento,
DaTE: July 7, 1978

|t

10: “Bookkeeping and Management Services, : :
Bette Mc Cann
rroM: State Controlier's Qffice, PPSD Payroll Services

RE: 1977 Form W-2

We are unable to locate any record of payment for Steve
Addison, social security number 363-04-D172, in 1977
under the Uniform Payroll System.

Sincerely,

o] l Y Y

ﬂﬁ? Mvv

Peggy Sanchez ’qé

District Disbursing CQfficer

EL:dm
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MoGos o Applcarm—To Be Compielsd by the Internal Revenud Sarvioe
Q—T‘h appication I§ approved. (Please etiach this form to your return.)

0o The spplication IS NOT approved. (Please attach this forme 1o youl refum.}

e
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Tha application 15 ROT approved.
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